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OATH OR AFFIRMATION

MERRILL SA1JRIOL swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

ARMA FINANCIAL SERVICES INC as

of DECEMBER 31 20 08 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

OFNCIAL SEAL
CHAIRMAN

TINA DUBOVICK Ttl

Notary Public

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income Loss
1X Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule l5c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule l5c3-l and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

For conditions of confidential treatment of certain portions of this filing see section 240.17a-5e3
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INDEPENDENT AUDITORS REPORT

To the Board of Directors of ArMA Financial Services Inc

We have audited the accompanying statement of fmancial condition of ArMA Financial Services

Inc an Arizona corporation as of December 31 2008 and the related statements of operations

changes in stockholders equity changes in liabilities subordinated to claims of general creditors

and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the

Securities Exchange Act of 1934 These financial statements are the responsibility of the

Companys management Our responsibility is to express an opinion on these financial statements

based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes

examining on test basis evidence supporting the amounts and disclosures in the financial

statements An audit also includes assessing the accounting principles used and significant

estimates made by management as well as evaluating the overall financial statement presentation

We believe our audit provides reasonable basis for our opinion

ArMA Financial Services Inc has not consolidated ArMA Membership Benefits Inc an affiliate

that in our opinion should be consolidated in order to conform with accounting principles

generally accepted in the United States ArMA Membership Benefits Inc is variable interest

entity that would require consolidation in accordance with FIN 46R Consolidation of Variable

Interest Entities The effect of not consolidating this entity is not reasonably determinable without

the performance of significant additional analysis and as such the effect on the financial position

and results of operations of ArMA Financial Services Inc at December 31 2008 and the year then

ended cannot be quantified

In our opinion except for the effects of not consolidating ArMA Membership Benefits Inc as

discussed in the preceding paragraph the financial statements referred to above present fairly in all

material respects the financial position of ArMA Financial Services Inc as of December 31 2008

and the results of its operations and cash flows for the year then ended in conformity with

accounting principles generally accepted in the United States

Our audit was conducted for the purposes of forming an opinion on the financial statements taken

as whole The information contained in the supplemental schedules as listed in the table of

contents is supplementary information required by Rule 7a-5 of the Securities Exchange Act of

1934 is presented for purposes of additional analysis and is not required part of the financial

statements Such information has been subjected to auditing procedures applied in our audit of the

basic financial statements and in our opinion is fairly stated in all material respects
in relation to

the basic financial statements taken as whole

LIP

Scottsdale Arizona

February 23 2009



ArMA FINANCIAL SERVICES INC

STATEMENT OF FINANCIAL CONDON
DECEMBER 312008

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Management fees receivable

Prepaid income taxes

Guarantee deposit

Total current assets

292127

155955

4944

50000

503026

INTANGIBLE ASSETS

Goodwill

Royalty

Trademark license

Total intangible assets

DEFERRED iNCOME TAXES

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY

149034

40360

33505

222899

25652

7413

CURRENT LIABILITIES

Accounts payable

Notes payable current portion

Deferred tax liability

Total current liabilities

NOTES PAYABLE net of current portion

Total liabilities

2662

41316

64383

108361

69375

177736

STOCKHOLDERS EQUITY

Common stock no par value 2000 shares authorized

2000 shares issued and outstanding

Additional paid in capital

Retained earnings

Total stockholders equity

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

The accompanying notes are an integral part of these financial statements

758990

20000

91137

470117

581254

758990



ArMA FINANCIAL SERVICES INC

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 312008

%OF

REVENUE AMOUNT REVENUE

Commissions 1031494 50%

Management fees 1012021 50%

Other 888 0%

Total revenue 2044403 100%

EXPENSES

Amortization 29520 1%

Clearing costs 128042 6%

Interest 12236 1%

Management fees paid to affiliate 1866000 91%

Other 13109 1%

Quotations and research 35541 2%

Total expenses
2084448 102%

EARNINGS LOSS BEFORE PROVISION FOR INCOME TAXES 40045 -2%

PROVISION BENEFIT FOR INCOME TAXES 16791 -1%

NET EARNINGS LOSS 23254 -1%

The accompanying notes are an integral part of these financial statements



ArMA FiNANCIAL SERVICES iNC

STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

FOR TilE YEAR ENDED DECEMBER 31 2008

Additional

Common Stock Paid In Retained

Shares Amount Capital Earnings Total

BALANCE AT DECEMBER 31 2007 2000 $20000 $91137 $493371 $604508

NET EARNINGS LOSS 23254 23254

BALANCEATDECEMBER3I2008 2000 $20000 $91137 $470117 $581254

The accompanying notes are an integral part of these financial statements



ArMA FINANCIAL SERVICES INC

STATEMENT OF CHANGES IN LIABILITIES SUBORDiNATED TO

CLAIMS OF GENERAL CREDITORS

FOR THE YEARENDED DECEMBER 312008

BALANCE AT DECEMBER 31 2007

ACTiVITY

BALANCE AT DECEMBER 312008

The accompanying notes are an integral part
of these financial statements



ArMA FINANCIAL SERVICES INC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 312008

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers

Cash received for interest and dividend income

Cash paid for management fees and other expenses

Interest paid

State tax refund

Net cash provided by operating activities

CASH FLOWS FROM FINANCiNG ACTIVITIES

Principal payments on notes payable

Net cash provided used by fmancing activities

2077008

8322

2040030
12236

867

33931

NET DECREASE iN CASH AND CASH EQUIVALENTS 3834

CASH AND CASH EQUIVALENTS beginning of year

CASH AND CASH EQUIVALENTS end of year

RECONCILIATION OF NET EARMNGS TO NET CASH

PROVIDED BY OPERATING ACTIVITIES

295961

292127

Net Loss

Adjustments to Reconcile Net Loss to Net Cash

Provided by Operating Activities

Amortization

Unrealized loss on investment

Deferred taxes

Decrease in

Management fees receivable

Commissions due from clearing organization

Prepaid income taxes

23254

29520

7434

16841

Increase in

Broker payable

NET CASH PROVIDED BY OPERATING ACTIVITIES

2662

33931

The accompanying notes are an integral part of these financial statements

37765

37765

21491

12002

917



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31 2008

ORGANIZATION

ArMA Financial Services Inc the Company was incorporated in April 1986

in the State of Arizona The Company acts as securities broker-dealer providing

retirement and fmancial planning The Company and its affiliate were wholly

owned subsidiaries of the Arizona Medical Association Inc ArMA Inc until

June 30 2001 ArMA Membership Benefits Inc the Affiliate provides the

Company with all personnel office space equipment financial services and

administrative services for management fee which is mutually agreed upon

amount and may not represent the cost of obtaining such services from an

unrelated entity

Effective July 2001 the common stock of both the Company and its affiliate

was sold to two officers of the Company by ArMA Inc for $75000 plus an

additional $925000 to be paid by the Company and the affiliate over the next ten

years for continued use of the Companys and affiliates name It also specified

that ArMA Inc would be paid approximately $300000 for certain net assets of

the Company and its affiliate existing at the purchase date Notes payable

associated with these obligations have been recorded net of an imputed discount

of 9% and allocated equally between the Company and its affiliate The purchase

price has been allocated equally between the Company and its affiliate as to the

tangible assets goodwill and other intangible assets

The Affiliate is related through common controlling ownership and management

The Affiliate has no other substantial operations other than providing

management and administrative services to the Company In accordance with

accounting principles generally accepted in the United States the Affiliate should

be consolidated in these fmancial statements as prescribed by Financial

Interpretation No 46R Consolidation of Variable Interest Entities FIN
46R Management has elected not to consolidate the Affiliate in these

fmancial statements The effect of not consolidating the Affiliate has not been

determined



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 312008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents The Company considers all investment instruments

purchased with maturity of three months or less to be cash equivalents The

Company in the normal course of business maintains checking and savings

accounts with banking and investment institutions Bank balances did not exceed

the $250000 Federal Deposit Insurance Corporations insurance limit at

December 31 2008 Cash balances maintained at an investment company are

insured by the Securities Investor Protection Corporation SIPC up to $500000

and are also additionally protected by supplemental coverage carried by the

investment company Investment account balances did not exceed insured limits

at December 31 2008

Accounts receivable Management believes that all management fees receivable

at December 31 2008 are collectible and as such has not provided an allowance

on these amounts The Company determines any required allowance by

considering number of factors including the length of time accounts receivable

are past due and the Companys previous loss history The Company records

reserve account for accounts receivable when they become uncollectible and

payments subsequently received on such receivables are credited to the allowance

for doubtful accounts

Commissions Securities transactions and related commission income and

expenses are recorded on settlement date basis Payment of commissions to the

Company is subject to commission income received by the clearing broker

Commission expenses are included in management fees paid to the Affiliate

Management fees The Company provides an option whereby customers can pay

fixed management fee ranging from one quarter of one percent to two percent of

their assets under management per annum paid quarterly with no commission

depending on the type and size of the portfolio

Guarantee deposit Regulatory guidelines require that the Company maintain

guarantee deposit with the Companys clearing organization



ArMA FiNANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR TilE YEAR ENDED DECEMBER 312008

SUMMARY OF SIGNiFICANT ACCOUNTING POLICIES CONTINUED

Goodwill and intangible assets As part of the purchase of ArMA Financial

Services Inc from ArMA Inc at July 2001 the Company acquired intangible

assets of $295265 Of that amount $161410 was assigned to an asset associated

with royalties which is being amortized on the straight-line method over the

estimated useful life of ten years The remaining balance of acquired intangible

assets has been assigned to trademark license fees which is being amortized on

the straight-line basis over the estimated useful life of ten years Acquired

goodwill of $149034 is not subject to amortization in accordance with Statement

of Financial Account Standards No 142 Goodwill and Intangible Assets

Management believes that there has been no impainnent of the valuation of the

Companys goodwill or intangible assets as of December 31 2008 Management

also believes that the current estimate of the useful lives of intangible assets is still

reasonable and valid

Income taxes Income taxes are provided for the tax effects of transactions

reported in the fmancial statements and consist of taxes currently due plus

deferred taxes related primarily to differences between the recognition of

management fee income for tax purposes on cash basis compared to the accrual

basis for financial statement purposes The deferred income tax assets and

liabilities represent the future tax return consequences of those differences which

will either be taxable or deductible when the assets and liabilities are recovered or

settled Deferred taxes are also recognized for operating losses that are available

to offset future taxable income and tax credits that are available to offset future

federal income taxes

Financial instruments Financial instruments consist primarily of management

fees receivables and notes payable The carrying amount of management fees

receivables approximates fair value due to the short-term maturities of the

instrument The carrying amount of notes payable approximates fair value as the

notes have been discounted using market rates of interest

Use of estimates The preparation of financial statements in conformity with

accounting principles generally accepted in the United States requires

management to make estimates and assumptions that affect the reported amounts

of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the fmancial statements and the reported amounts of revenues and

expenses during the reporting period Actual results could differ from those

estimates



ArMA FINANCIAL SERVICES INC

NOTES TO FiNANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 312008

INTANGIBLE ASSETS

Following is summary of intangible assets subject to amortization

Intangible assets subject to amortization

Royalty

Tradem ark license

Less accumulated amortizntion

Net intangible assets subject to amortization
_____________

161410

133855

295265

221400

73865

Goodwill 149034

Total intangible assets 222899

Amortization expense was $29520 for the year ended December 31 2008

Future annual amortization expense will be as follows

Year Ended

December 31

2009

2010

2011 __________

Total

29520

29520

14825

73865

10



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31 2008

NOTES PAYABLE

Notes payable consist of the following at December 31 2008

Note payable to ArMAInc original amount of$ 161410 payable

in quarterly installments of $2500 to $6250 including imputed

interest at 9.0% through June 2011 unsecured 82383

Note payable to ArMA Inc original amount of$ 133855 payable

in quarterly installments of $2500 to $6250 including imputed

interest at 9.0% through June 2011 unsecured 28308

110691

Less current portion 41316

Long-term portion 69375

Future maturities of long-term debt are as follows

Year ending

December 31

2009 41316

2010 45203

2011 24172

Total 110691

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities Exchange Act of 1934 the Act
uniform net capital rule which requires the maintenance of minimum net capital

as defined and requires that the ratio of aggregate indebtedness to net capital not

to exceed 15 to At December 31 2008 the Company had net capital of

$227205 of which $219645 was in excess of its required net capital At

December 31 2008 the Companys aggregate indebtedness to net capital ratio

was .5Oto

11



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR TilE YEAR ENDED DECEMBER 312008

COMMITMENTS AND CONTiNGENCIES

The Company is exempt from the provisions of Rule 15c3-3 of the Act under

Section K2B as it clears all transactions with and for customers on fully

disclosed basis with clearing broker and promptly transmits all customer funds

and securities to the clearing broker which maintains all of the accounts of such

customers and preserves all required and customary records The Company

remains contingently liable for losses that might be incurred on these accounts

The Company is the lessee on lease of its office space which expires in

December 2009 The lease calls for monthly rental payments of $7755 The

Company effectively pays rent to its affiliate as component of the management

fee discussed in Footnote

Certain payroll related obligations are established through agreements with

personnel and the Affiliate Those obligations will ultimately be paid by proceeds

from management fees paid by the Company to the Affiliate

RELATED PARTY TRANSACTIONS

The Company has an arrangement with its affiliate ArMA Membership Benefits

Inc whereby the Company pays the affiliate discretionary management fee for

use of all personnel and management of administrative matters Management fees

paid to ArMA Membership Benefits Inc totaled $1866000 for the year ended

December 31 2008

12



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 312008

INCOME TAXES

The following table presents the current and deferred income tax provision

benefit for federal and state income taxes

2008

Current tax provision benefit

Federal

State _________________

Total Current Tax Expense ____________

Deferred tax provision benefit

Federal

State ________________

Total Deferred Tax Expense benefit ______________

Total Tax benefit
________________

The actual income tax expense differs from the expected income tax expense

computed by applying the corporate federal tax rate of 35% to U.S income

before income taxes primarily due to state taxes

Current income taxes are based upon the years taxable income for federal and

state tax reporting purposes Deferred income taxes benefits are provided for

certain income and expenses which are recognized in different periods for tax

and fmancial reporting purposes

Deferred tax assets and liabilities are computed for differences between the

fmancial statements and tax bases of assets and liabilities that will result in

taxable or deductible amounts in the future based on enacted tax laws and rates

applicable to the period in which the differences are expected to affect taxable

income

50

50

14376
2465

16841

16791

13



ArMA FINANCIAL SERVICES INC

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31 2008

iNCOME TAXES CONTINUED

Significant components of our net deferred tax asset or liability at December 31

2008 are as follows

2008

Deferred Tax Assets

Net operating carryforwards 27694

Other 1118

Total Deferred Tax Assets 28812

Deferred Tax Liabilities

Management fee 65501

Other 2042

Total Deferred Tax Liabilities 67543

Net Deferred Taxes 38731

In assessing the realizability of deferred tax assets of $28812 at December 31

2008 management considers whether it is more likely than not that some portion

or all of the deferred tax assets is dependent upon the generation of future taxable

income during the periods in which those temporary differences become

deductible Management considers projected future taxable income and tax

planning strategies in making this assessment Based on the Companys historical

taxable income management believes it is more likely than not that the

Companys future taxable income will be sufficient to realize the benefit of the

remaining deferred tax assets existing at December 31 2008

At December 31 2008 the Company had net operating loss carry-forwards of

approximately $65900 for federal and Arizona tax purposes which will begin to

expire in 2023 and 2012 respectively

14
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ArMA FINANCIAL SERVICES INC

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

AS OF DECEMBER 31 2008 _____________

Total assets

Less total liabilities

Net worth

Add subordinated loans

Adjusted net worth

Less non-allowable assets

Current capital

Less haircuts

Net capital

Less required capital

Excess capital

Aggregate indebtedness

Aggregate indebtedness to net capital

762150

115444

646706

646706

412610

234096

6891

227205

7560

219645

113352

.SOto

762200

115444

646756

646756

412660

234096

6891

227205

7560

219645

113402

.50 to

Computation per the accompanying audited financial statements

Computation as filed in the unaudited December 31 2008 Form X- 7A-5 Part hA
Net of deferred taxes related to non-allowable assets

15



ArMA FINANCIAL SERVICES iNC

INFORMATION RELATING TO THE POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15c3-3

AS OF DECEMBER 31 2008

The Company operates pursuant to the K2B exemption of the Act Rule 15c3-3 and

does not hold customer funds or securities Therefore it is exempt from the reserve

formula calculations and possession and control computations

16
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CERTIFIED PUBLIC ACCOUNTANTS BUSINESS CONSULTANTS

REPORT OF llDEPENDENT AUDITORS ON
INTERNAL ACCOUNTING CONTROL

To the Board of Directors of ArMA Financial Services Inc

In planning and performing our audit of the fmancial statements and supplemental schedules of

ArMA Financial Services Inc the Company as of and for the year ended December 31 2008 in

accordance with auditing standards generally accepted in the United States of America we

considered the Companys internal control over financial reporting internal control as basis for

designing our auditing procedures for the purpose of expressing our opinion on the financial

statements but not for the purpose of expressing an opinion on the effectiveness of the Companys

internal control Accordingly we do not express an opinion on the effectiveness of the Companys

internal control

Also as required by Rule 7a-5g of the Securities and Exchange Commission SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices and

procedures that we considered relevant to the objectives stated in rule 7a-5g in making the

periodic computations of aggregate indebtedness or aggregate debits and net capital under Rule

17a-3a1 and for determining compliance with the exemptive provisions of Rule 15c3-3

Because the Company does not
cariy security accounts for customers or perform custodial

functions relating to customer securities we did not review the practices and procedures followed

by the Company in any way of the following

Making the quarterly securities examinations counts verifications and comparisons

and recordation of differences required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal control

and the practices
and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected benefits

and related costs of controls and of the practices and procedures referred to in the preceding

paragraph and to assess whether those practices and procedures can be expected to achieve the

SECs above mentioned objectives Two of the objectives of internal control and the practices and

procedures are to provide management with reasonable but not absolute assurance that assets for

which the Company has responsibility are safeguarded against loss from unauthorized use or

disposition and that transactions are executed in accordance with managements authorization and

recorded properly to permit the preparation of financial statements in conformity with accounting

principles generally accepted by the United States of America Rule 7a-5g lists additional

objectives of the practices
and procedures listed in the preceding paragraph

17
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CERTIFIED PUBLIC ACCOUNTANTS BUSINESS CONSULTANTS

Because of inherent limitations in internal control and the practices and procedures referred to

above errors or fraud may occur and not be detected Also projection of any evaluation of them to

future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis signjflcant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process

or report fmancial data reliably in accordance with generally accepted accounting principles such

that there is more than remote likelihood that misstatement of the entitys financial statements

that is more than inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We did not identify any deficiencies in internal control and control activities

for safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2008 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC and other regulatory agencies that rely on Rule 7a-5g under the Securities Exchange

Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and

should not be used by anyone other than these specified parties

Scottsdale Arizona

February 23 2009

18
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